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The Rise of Liu He: China’s New Economic Czar 

 
 

(1) Liu He and Xi Jinping: Colleagues who have been friends for decades  
 
When President Xi Jinping rose to the pinnacle of power in Beijing in 2012, his political position in the 
Communist Party of China was tenuous at best. More significantly, few in his trusted inner circle had the 
requisite extensive experience at the highest levels in economic policy and finance.  
 
For the newly minted President Xi, Liu He was the right man at the right time. 
 
Beijing’s economics and finance bureaucracy in 2012 was still packed with supporters of former President 
Jiang Zemin, who still wielded substantial power nationwide via a vast personal network. Governor of the 
powerful People’s Bank of China (PBOC) Zhou Xiaochuan was a key Jiang protégé. His father Zhou Jiannan 
was in charge of the First Ministry of Machine Building when Jiang was a director there in the 1980s. Jiang 
rose under the elder Zhou’s patronage, eventually replacing former Premier Zhao Ziyang as General 
Secretary of the Communist Party of China in the wake of the 1989 Tiananmen incident. Zhao was purged 
by then paramount leader Deng Xiaoping for taking an overly conciliatory stance with the student 
protestors, and Zhou Xiaochuan went into exile on account of him being Zhao’s protégé.  
 
However, his father’s links with Jiang led to the younger Zhou being able to return after just a year, and 
he was promoted steadily under Jiang’s patronage. Zhou was eventually appointed PBOC governor in 
December 2002, just months before Jiang was succeeded by Hu Jintao as President. Zhou went on to lead 
the central bank for 16 years. 
 
Like Zhou, Liu He is a fellow princeling. Liu’s father held a rank equivalent to a vice governor in Shaanxi 
province, which is also President Xi’s home province. He also had family ties with members of Xi’s 
extended family. Liu and President Xi’s friendship had actually developed during their middle school years 
in the Beijing No. 101 School, one of the major schools in the Haidian District that was famous for counting 
many princelings as alumni. They even shared the same double decker bunk bed, with the more slightly 
built Liu He occupying the upper level, sparing Xi from the climb.  
 
While working in National Development and Reform Commission, Liu was responsible for drafting China’s 
national industrial strategy. He participated in the development of the 8th, 9th, 10th, and 12th Five-Year 
Plans, and was the main writer for key documents for the National People's Congress (NPC), which is the 
world’s largest parliamentary body with almost 3,000 members. Liu was also a speech writer for Jiang and 
Hu before Xi’s rise in Beijing. 
 
It is noteworthy that President Xi’s trusted inner circle core consists of fellow princelings like Liu He, 
former anti-corruption czar turned Vice President Wang Qishan, and NPC Chairman Li Zhansu. These are 
Xi’s old friends who shared with him the experience of being “sent down youths”, which was part of a 
movement driven by Chairman Mao Zedong during the late 1960s and early 1970s where privileged urban 
youths were sent to mountainous areas or farming villages to be reformed via manual labour. 
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Liu He, together with Li Zhansu, were the earliest proponents of Xi as the nation’s core leader a year ago, 
and the most fervent advocates of the inclusion of “Xi Jinping Thought” into China’s constitution. With 14 
key principles at its core, “Xi Jinping Thought” is now the political and military ideology guiding the 
Communist Party of China.  
 

(2) Combating financial sector manipulation and Liu He’s continued loyalty 
 
During President Xi’s persistent anti-corruption campaign that was ferociously executed by Wang Qishan, 
Jiang’s faction was under heavy siege and on the defensive.  
 
The summer of 2015 saw both the meteoric rise and subsequent collapse of the Chinese stock market as 
well as the Chinese Yuan, which deeply tarnished Xi’s regime and gravely shook the confidence of foreign 
investors in Chinese capital markets. 
 

 
 
However, President Xi’s leadership credentials managed to survive this episode, with Liu He playing a 
critical role in market stabilization operations, as well as investigations into related wrongdoings that 
resulted in high profile arrests and subsequent criminal convictions. These successes reinforced his 
credentials, which eventually earned him his appointment of Vice-Premier in the Cabinet. 
 
One key arrest as a result of Liu He’s efforts was that of private equity fund manager Xu Xiang, popularly 
known in China’s investment community as “private equity brother number 1”. It is said that Xu Xiang is 
closely linked with Jiang Mianheng, the eldest son of Jiang Zemin. 
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Xu Xiang was arrested on November 2015, and barely 3 months later sentenced to almost six years in jail 
and fined an unprecedented CNY11 billion. In a major effort to clean up the mess, President Xi later 
appointed trusted Liu Shiyu as Chairman of the China Securities Regulatory Commission entrusting him 
with the authority to apprehend insider traders and stock market manipulators. 
  
Liu Shiyu is aided by CSRC Deputy Chief Fang Xinghai, who was appointed by President Xi just a month or 
so before Xu Xiang’s arrest. Led by the new leadership, the CSRC waged a campaign that lasted well into 
2016 to take down law-breaking financial tycoons Liu Shiyu called “giant crocodiles”. The official line was 
that the crocodiles will not be allowed to take advantage of retail investors.  
 
But perhaps there was an additional dimension of heading off shenanigans in the financial markets that 
would harm President Xi’s reputation of being a visionary with a strong, steady hand. Several prominent 
fund managers have reportedly left the country and many have had their passports impounded since 2015. 
Unbeknownst to many China observers was the plot by Xi’s political enemies to engineer a meteoric rise 
of the stock market, as well as its subsequent collapse. Unaware of the plot, Western media attributed it 
to excessive speculation and poor coordination of policies. 
  
Another major take down that was likely to have been jointly sanctioned by President Xi, Wang Qishan as 
well as Liu He, was the abduction of Xiao Jianhua from Hong Kong on the eve of the Chinese New Year in 
late January 2017. He is reportedly back in China, assisting in investigations focused on the manipulation 
that spurred panic selling during the summer 2015 market turmoil. 
 
Xiao, who also holds a Canadian passport, was reportedly last seen leaving his suite in Hong Kong's Four 
Seasons Hotel with his head covered as he was rolled out in a wheelchair. CCTV footage showed him 
surrounded by half a dozen unidentified men as he left at about 3 a.m., and Xiao was possibly sedated 
according to a news report. A September 2017 British government report, supported by various media  
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articles, said Xiao's wife reported his disappearance to the Hong Kong police the very next day, but 
mysteriously withdrew her complaint. 
  
A billionaire financier in this own right, Xiao is said to be the Jiang Zemin faction’s “white glove”, a term 
Chinese government investigators use to describe front men who carry out transactions on behalf of the 
true beneficial owners, shielding them from scrutiny. Some of these transactions can be illegal activities 
like bribery, insider trading, and asset stripping sales, though some can be completely legitimate. 
 
Xiao came from a very poor peasant family in Feicheng, Shandong province. He is considered to be a child 
prodigy who entered Beijing University at age 14. He had told friends that he was determined to rise up 
the political hierarchy and achieve greatness one day.  
 
In the 2006 privatization of state power firm Luneng Group in Shandong province, Xiao helped Zeng Wei 
gain control of CNY73.8 bn of assets through an investment of only CNY3.7 bn via a complex web of shell 
companies. Zeng’s father Zeng Qinghong was a senior figure during Jiang Zemin’s presidency right until 
2007, while Xiao was the owner of several of the shells.   
 
Xiao’s Tomorrow Group controls 9 listed companies, has stakes in 30 financial institutions that include 12 
local city banks, 6 stock broking houses, 4 trust funds, 4 insurance companies, a hedge fund, and more, 
with combined assets of over CNY1 trillion. 
 
Xiao also represented other key members of the Jiang faction and their kin, including retired Politburo 
Standing Committee members Liu Yunshan, Zhang Dejiang, Jia Qinglin, Zhou Yongkang, as well as former 
PBOC governor Dai Xianglong and former defense minister Liang Guanglie. 
 
Since his January 2017 return to China, Xiao has reportedly admitted to his role in the financial dealings 
of members of Jiang’s camp and has supposedly cooperated with the investigation in exchange for 
leniency. Xiao is said to have also surrendered a lot of the documents and other evidence related to their 
wrongdoings. Crucially, he has reportedly disclosed many names and the dealings of corrupt officials in 
Jiang’s power base of Shanghai, as well as some “inside ghosts” in Beijing. “Inside ghost” is a Chinese term 
for an undiscovered turncoat betraying his own side.    
 
With such an array of evidence against some linchpins of the Jiang faction’s financial and political 
machinery, President Xi significantly weakened the power of Jiang’s faction during the 19th party congress 
in November 2017, emerging triumphant. Liu He was a key architect of that success, taking charge of 
investigations into the wrongdoings and crimes of Jiang’s cronies. The upshot of the 19th party congress 
and the recently concluded National People Congress is that Xi has finally and fully consolidated his 
political position. He will be able to govern more effectively than any other leader that China has had since 
Deng Xiaoping.    
 

(3) Implications for global investors 
 
The rise of Liu He as the new economic czar with strong political backing from President Xi bodes well for 
global investors. He is likely to continue to purge the market of insider traders and manipulators, while 
increasing supervision and enforcing compliance with regulations. A major reason for the wild swings in 
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the market in the past 2 decades is the many “institutional distortions” embedded in the market. This is 
manifested in the correlation of just 0.05 between the A-share market index and China’s GDP growth in 
the last 25 years, compared with a correlation of about 0.40-0.70 in other countries. As financial 
malfeasance is cleaned up under Liu He’s leadership, the risk premium of the Chinese stock market ought 
to gradually decline. 
 
Another risk irking institutional investors is the high Non-Performing Loans (NPLs) of Chinese banks, which 
has kept them away from the market. As Xi and Liu have made the aversion of a banking crisis China’s 
Number One policy goal, bank NPLs and risky shadow banking activities will almost certainly be reduced 
in the coming years.  
 
When will the Chinese stock market operate more and more like its global or Asian peers? As capital 
allocation improves, corporate governance strengthens, and regulatory enforcement bites, there is every 
reason to believe that the Chinese market will converge first with its Asian peers, then its Western 
counterparts. That said, we believe this is a process that won’t be competed overnight.   
 
The MSCI inclusion will also help institutionalize the Chinese market as company management will have 
more interaction with foreign money managers and investors, mirroring the experience of developed 
Asian markets in the past. Environmental, social and governance (ESG) investing, for instance, is beginning 
to be understood in China.  
 
Many global investors have come to realize that many Global Emerging Markets (GEM) managers lack 
both the requisite expertise as well as skills to navigate the uneven terrain and pick the best stocks. Many 
GEM managers also don’t have the investment staff on the ground to kick the tires, an essential factor to 
investment success, especially in China. 
 
As confidence rises, more and more foreign investors will treat China as a separate major standalone 
market, like what they did with Japan more than 3 decades ago. Today, the Chinese stock market is already 
the second largest in the world and some of the more sophisticated investors have argued that China 
rightly deserves to be treated separately from other emerging markets. With Liu He at the helm of 
President Xi Jinping’s economic policies, the dawn of that new day will arrive sooner rather than later. 
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IMPORTANT NOTICE: The views expressed in this article are solely those of the author in his private capacity and do not 
in any way represent the views of APS Asset Management Pte Ltd. This Publication is strictly for information and does not 
have regard to the specific objectives, financial situation and particular needs of any specific person. It is not, and should 
not be construed as, an offer or invitation to offer, whatsoever, to enter into any dealing of securities. Nothing contained 
herein constitutes investment advice and should not be relied upon as such. Past performance of the securities and any 
forecasts made or opinions expressed on the economy, stock market or economic trends of the markets are definitely not 
indicative of future or likely performance or any guarantee of returns. APS accepts no liability and responsibility, 
whatsoever, for any direct or consequential loss arising from any use of or reliance on this Publication. While APS believes 
the information for the Publication, which is based on certain assumptions, conditions and facts available, to be reliable, 
this Publication is provided on an “as is” and “as available” basis subject to change, of whatsoever form and nature, at any 
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accuracy, adequacy, completeness, reasonableness or truth of the Publication. Distribution of this Publication to any 
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